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Chapter-111

Compliance Audit

Agriculture and Cooperation Department

3.1 Implementation of Reforms in Agriculture Marketing
System and use of Regulatory Fees collected by State
Agricultural Produce Market Committees

3.1.1 Introduction

As per the Seventh Schedule of the Constitutioncalgure markets and fairs
come under the State List. For the purpose of atigpg agricultural

marketing, the erstwhile Andhra Pradesh State haakcted the Andhra
Pradesh (Agricultural Produce and Livestock) Mask&tt, 1966. The Central
Government had proposed a Model Act in the yeaBZ60the regulation of
Agricultural Marketing in the States. This was tot as a template for
legislation regarding the subject in the States.

The Model Act, 2003 inter alia envisaged establishimof private market
yards, direct purchase of agricultural produce fragniculturists, promoting

and permitting e-trading, promoting direct saletbg producer and contract
farming, single point levy of market fee, singlegistration/ licence for

trade/transaction in more than one market and ioreabf marketing

infrastructure from the revenue earned by the Adpical Produce Market
Committees (APMC).

The State Government amended the Andhra Pradestic@fgral Produce
and Livestock) Markets Act, in 2005, 2011 and 2@ corporate provisions
for private markets, contract farming, e-marketedi purchase centres, etc. as
suggested in Model Act, 2003.

There are 191 Market Committees and 324 notifieckatd in the State. The
Market Committees levy and collect market fee atrdite of onger cent ad
valorem from the purchasers of notified agricultyme@duce and livestock for
transactions in the notified area. Out of the ahmueome of Agricultural
Market Committees, 1(@er cent (25 per cent from October 2015) of the
income is contributed to a fund called Central Mafkund (CMF).

In Andhra Pradesh, Agricultural Marketing Departineils under the
administrative control of Agriculture and Co-op&patDepartment headed by
the Commissioner & Director of Agricultural Markegj, who is assisted by

! Source: Outcome Budget of 2015-16 of Agricultivarketing Department
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one Director and other staff. There are 13 Distiiffices, headed by Assistant
Directors of Agricultural Marketing.

Records at the Commissionerate and four selecgdatlioffice$ for a period
of five years (2011-16) were examined (January -y K4@16) by Audit to
assess whether necessary amendments in the Statevicbeen effected to
adopt the reforms suggested by Central Governnmehtadel Act, 2003 and
whether the provisions of the State Act have begplamented effectively at
field level. In addition to this, utilisation of gelatory fees (Market Fee,
Licence fee, etc. collected by AMCs) by Agricultukdarketing Department
and 72 AMCs in the selected districts was also exadh

Audit Findings
3.1.2 Implementation of Model Act Provisions

It was observed by Audit that some of the reformggested in Model Act
were enacted by the State but not implemented dhdro had not been
enacted as discussed below:

3.1.2.1 Establishment of Private M arkets

As per the Model Act, 2003, Private Markets wereb® established to
promote and develop competitive marketing systeragrculture marketing
sector. Accordingly, the State Act was amended G052allowing private
persons to establish market yards to organisepsatdiase of agricultural
produce. However, as per the rules framed by theaBment in May 2006,
license fee o€ 50,000 and minimum capital outlay10 crore were required
for establishment of private markets.

Audit observed that even after 11 years, no ergregur had come forward for
establishing private market and no licences had Iseied in the State (May
2016). Except making amendments in the Act andlayspy the same in the
notice boards of the AMCs, no concrete steps vaen by the Department to
promote private markets. No expenditure was incuwa propaganda and
publicity of private markets by the Department. TAgricultural Market
Committees also had not taken any action to puggithie provisions regarding
establishment of private markets as envisagedersthte Act.

The Department stated that efforts would be madstablish such markets.

2 Krishna, Guntur, Kurnool and East Godavari
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3.1.2.2 Establishment of Direct Purchase Centres (DPC)

As per Section 7(7) of the State Act, Director ofirketing may grant/renew
licence to establish Direct Purchase Centre (DR@)notified area, with such
facilities as prescribed, for making purchasesgoicaltural produce, livestock
and products of livestock from the producers fagessing, grading, packing,
storing and for sale/export.

Audit observed that in the test-checked districts DPCs were established till
the date of the Audit. Though the State Act was raded to include the
provisions for DPCs, the Department did not make effort to promote and
publicise the provisions for setting up DPCs. &an ho license has been
issued to establish any DPC. Thus, the objectivgpromoting alternative
agricultural marketing system with involvement ofvpte parties could not be
achieved. Due to this, the farmers were deprivieith@® benefits envisaged in
the Act.

3.1.2.3 Inefficient eTrade Markets

Section 26 (5) of the Model Act envisage promotdre-trading. The market
committee may establish a regulatory system, creafi@structure and
undertake other activities and steps needed thefgte State Act was
amended in 2011 to incorporate the provision ofade¢ market. The Rules
framed (February 2013) by the Department stipul#ted the person seeking
licence to establish such market should have mimimat worth oR 10 crore.
In addition, licence fee o¥50,000 and Bank Guarantee fOB5 lakh were
also to be furnished to the Department.

The Department issued licence (November 2013) eéd\tational Commodity

and Derivatives Exchange LimittedNCDEX) to establish e-market. As per
Government Order through which licence was isstlelagency was required
to commence its operation from December 2013. NCDi#a§ to arrange

warehouses and other facilities before commenceroérdactual business.

Further, the Commissioner and Director of Marketiwgs to inspect the

arrangements made.

Though the agency was required to give the detdilsarehouses, etc. to the
Department, neither the agency furnished the detal did the Department
insist for the same. This indicated absence of todng of activities of the
agency by the Department.

¥ NCDEX is India's leading agricultural commodityclange.
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(i) Lack of Facilitiesfor e-Trading

The Act was further amended in October 2015, adegrdo which the
Director of Marketing had to identify and notify nkats for conducting online
trading through electronic platform and the AMCs reveto provide
infrastructure for such markets. For this, 11 magards in the State were
identified for establishing e-trade markets in firet phase, out of which
10 e-trade market were established during Octolwmerehhber 2015. Out of
the 10 e-trade markets, ffvare in the test-checked districts. As reported by
the Department, turmeric, chilli, groundnut, sunfém, etc. were being sold
through these e-trade markets.

However, the AMCs were operating e-trade marketthomt providing
essential services like grading, quality certificai collateral financing,
transportation etc. as required under the Act amdation was taken by the
Department to ensure the availability of esserg@&bices in the e-markets.
Though e-trade markets have been established,tadsdegarding grading of
product have been provided for information of thadkrs. In the absence of
these facilities, the traders from other areasctaol trade remotely.

(i)  Limited Access

The purpose of introducing e-trade market was &ater a state-wide virtual
market linking all the primary agricultural markptaces. However, Audit
observed that the markets established during tise phase were accessible
only within the jurisdiction of the AMC. Only tradehaving licences with the
respective AMCs have been trading in the e-tradekets Moreover the
present system does not allow the traders to wateut physically visiting
the market yards due to non-availability of detadgarding product quality
and grading. The bidders have to physically vetifg products available in
e-trade markets.

This defeated the very purpose of establishingag@etrmarkets and prevented
healthy competition. For instance, in Guntur AM@rg@est revenue collecting
market yard in the State), where e-trading of Ckifarted in October 2015,
out of the total 257151 lots traded upto March 2240043 lots (93.3per
cent) received only single bids, 16842 lots (65 cent) received double bids
and only 266 lots (0.per cent) received three or more bids. No steps were
taken by the Department to involve traders from epttlparts of the
State/country.

* Guntur — Guntur AMC, Duggirala AMC; Kurnool — Kwel AMC, Yemmiganur AMC,
Adoni AMC; East Godavari — Nil; Krishna — Nil
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(iii)  Continuation of Commission Agents

The objective of e-trade markets was also to linite role of
middlemen/commission agents in the market. Howeasrreported by the
Department, except in AMC Duggirala, the commissiagents were
functioning in the remaining four AMCs, where edasystem had been
implemented. All transactions were made with theoiwement of the
commission agents even in these e-trade marketsfanters had to pay
commission to the agents at rates (ranging betweeno fourper cent of sale
value) prescribed by AMCs. Further, no mechanisms awailable to ensure
that the payment to farmers was made on the dayaokaction itself. No
initiative was taken to credit the payments to farshbank accounts in these
e-trade markets.

The Department stated that the commission agentsitmanged for display of

produce brought by the farmers, proper weighinghef produce and had
disbursed the sale proceeds to farmers, after tiadutheir commission. It

was also stated that steps would be initiated ¢alitthe payments directly
into farmers’ bank accounts. The reply was not henas the reforms were
intended to reduce the role of commission agentsaanper the State Rules
(Rule 56 and 67), AMCs were to arrange for thesditias in case the farmers
preferred to sell their produce without employingmmission agents.

Moreover, no action was also taken to collect tbeoant details of farmers
for direct credit of payments.

3.1.2.4 Direct sale

As per Model Act 2003, no commission agent shdllim@ny transaction on
behalf of an agriculturist-seller. The Model Actsal stipulated that
commission charges were to be paid by the purchakd¢he agricultural

produce and no amount towards commission was ttedacted from the sale
proceeds payable to the agriculturist/seller.

However, in Andhra Pradesh, the Act or the Rulesghreot been amended in
line with the Model Act. Due to non-adoptation bétprovisions of the Model
Act, the farmers (in four out of five AMCs in thest-checked districts), paid
commission charges amountingtd66.67 crore during the period 2011-12 to
2015-16 to agents at the rates prescribed undebythaws of the respective
AMCs. Had the above provisions of Model Act beewomdd, payments of
commission charges by farmers could have been edoidMC Duggirala
which had banned the operation of commission agent$989 has been
functioning efficiently without involvement of comssion agents.

It was further observed that there was lack of armiity regarding levy of
commission charges and it varied among the AMCs. &mample, the
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commission charged on chilli was twer cent in AMC Guntur whereas the
same was fouper cent at AMC Kurnool.

The Department replied that commission rates wewedfbased on the by-
laws of the AMCs. However, as per the State R(Rede 73), the Director of
Marketing is the authority for approval of all matkcharges and hence, the
Director should have ensured uniformity in levy adlection of commission
charges in various AMCs.

3.1.25 Contract Farming

Model Act 2003 provides for promotion of ‘Contraétarming’. The
provisions enable direct sale of farm produce totramt farming sponsors
without routing it through market yards. The Mod&tt provides for
exemption of market fee on such contract farmiagdactions.

Government had amended the State Act in 2005 i With Model Act.
However, the provision for exemption of market fee contract farming
transactions was not included in the amendment.

Audit observed that Department had not issued a@rgnde for contract
farming so far (September 2016). Except for makemgendments and
displaying them in the notice boards of AMCs, nepstwere taken by the
Department to implement the scheme of contractifagm

Department stated that no sponsor had come forteaehter into contract
farming agreements. However, initiatives like epdon of market fee in
contract farming could have made contract farmimgerattractive to potential
Sponsors.

3.1.2.6 Non-Constitution of the State Agricultural Marketing Board

The State Rules had a provision for setting uprofAgricultural Marketing

Advisory Board to advise the Government/Market cotiees on effective
implementation of the State Act/Rules, utilizatioh Central Market Fund,
promotion of orderly marketing of notified commaes, review of working of

regulated markets and bringing uniformity in mankgtpractices in all the
regulated markets. However, no such Advisory Bdaad been constituted
till the date of Audit.

Further, the Model Act provided that the State Goreent may constitute an
Agricultural Marketing Board for coordinating thetaities of markets and
for overall development, promotion and regulatiéagricultural marketing.
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However, the State Government had not amendedtéte &ct on these lines
and no Agricultural Marketing Board was constitutéd March 2008, the
Department submitted a proposal for amending theeSRules and setting up
of a State Agricultural Marketing Board to briddmee tgap between the market
committees and Government and to overcome the dsgetaining to
agricultural marketing. However, the Governmeiat ot accept the proposal
stating that no changes were required in the pliegasystem.

3.1.2.7 Composition of Market Committees

The Model Act provides for direct election of menmsef the Agricultural
Marketing Committees from the cultivators/farmersl aegistered traders. It
further provides for election of the Chairman by #lected members of the
market committees.

However, the State Act has not been amended inwitle the Model Act.

Section 5 of the State Act provides for the nomamabf the Chairman and
Members of Market Committees (from the categorygadwers, holders of
livestock and traders) by the Government in coasiolt with the Director of
Marketing, instead of election. The members arairoten of the AMCs in
the State are being nominated by the Governmenthwh against the spirit
of the reforms and the Model Act.

(i)  Irregularitiesin constitution of Market Committees

During the test-check of 13 AMCs (4#r cent AMCs in Kurnool and East
Godavari Districts. Details of nominations in respef Krishna and Guntur
district were not furnished to Audit), it was nattthat the Government had
forwarded (during 2014-15) the lists containing tlemes of the Chairmen
and all other members to be nominated to the Cosiomer. The
Commissioner forwarded the same to the distriate$f In turn, the District
Officers resubmitted the panel lists, duly addingrennames to the lists
received from the Government and subsequentlytha&l names originally
forwarded by the Government were notified withoay @hange. In one case,
a person was nominated to the Chairmanship of MaetdaAMC by the
Government in spite of the Department being awhat he was a defaulter
and had not paid conversion fee for an illegal lay@s per the records of
Revenue Department).

(i)  Nomination of Trader Members

The Andhra Pradesh (AP&LS) Markets Act (Sectioni)p(provides for
nomination of three members by the Government nsaltation with Director
of Marketing from among the licensed traders inrtbgfied area.
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During the scrutiny of records in the test-checkédCs (13 AMCs), it was
seen that most of the nominated members (20 a8® ofiembers in 13 AMCs)
in the category of ‘Trader Members’ had made nadaations prior to their
nomination. Out of these, trader licences to 18 hemwere issued after the
receipt of the initial list of names from Governrheior nomination as
committee members and in two cases, licences wgeted just a day before
receipt of their names from Government.

It was also observed that in case of three funationarkets in Kurnool
district, seven out of nine members nominated afjdire category of ‘Trader
Members’ were Commission Agents as the Act includeel Commission
Agents too under ‘Trader Members’. The nominatibea@mmission agents in
the committees was against the spirit of Model Act.

3.1.2.8 Public Private Partnership (PPP)

The Model Act provides for setting up and promotioh public private

partnership in management of agricultural marketschrrying out extension
activities viz., collection, maintenance and dissetion of information in

respect of production, sale, storage, processingeg and movement of
notified agricultural produce. For this, developm&mds were to be utilised
by State Agricultural Marketing Board either on d@wn or through public
private partnership.

Audit observed that no proposal to amend the Staike to incorporate
provisions of Public Private Partnership was sutadito the Government so
far.

3.1.3 Implementation of Provisions of the State Act

Audit observed lacunae in implementation of thevigions of the State Act
which are discussed below:

3.1.3.1 Operation of excess licensees

As per Government ordé€rsmarket committees are to consider issuing of
fresh commission agent licenses only if sufficispaice/shops were available
in the market yard to conduct transactions. Thermn@sion agents are allotted
shops in the compound of the market yards. In KoirddVIC, 217 licences
were issued against 163 shops which was againsgeokernment orders and
is tantamount to multiple agents operating fromshme shop/space.

® G.0.Ms. N0.260 of Agriculture & Cooperation (AM)\Department, dated 28 September
2010
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3.1.3.2 Non establishment of required Market Yards

As per the recommendations of the National Commissn Farmers 2004, a
regulated market yard should be available to tmedas within a radius of
five Km (i.e. one market for market area of aboOtsgjuare Km) to enable
easy access. Based on the above recommendatidd®,regulated markets
should be available in the State.

It was observed that regulated markets were availaithin a radius of 13
Km and there were 301 market yards (including sualket yards) available in
the State (99 were in the four sample districts).

As per the State Act/Rules, the AMCs are requitegrbvide infrastructure
facilities to facilitate trade in the market yard3ut of the 99 market/sub-
market yards available in test-checked districk&g Department furnished
information in respect of only 15 yards (in Eastd@eari and Kurnool
districts). Nine out of 15 market yards did not éale basic infrastructure like
auction platforms, godowns, office building, et®etails of the remaining
84 market yards/sub-market yards were not furnisyeithe Department.

3.1.3.3 Constitution of AMCswithout requisite Market Yards

Out of 72 AMCs in the four test-checked distriacnly 62 AMCs had market
yards. The remaining 10 AME&ad no market yards. The role of these AMCs
was limited to collection of market fee on the agtiural produce purchased
by the traders in the notified areas under thesgliction of the respective
AMCs.

3.1.3.4 Under-utilisation of market yards

Out of the 99 market yards (including sub-marketdga constructed by 72
AMCs in four test-checked districts to regulated&ahrough tender/auction
sale, farmers and traders have been visiting oimlg market yards for the
sale/purchase of agricultural produce (as per tbwild provided by the
Department). In the remaining 90 yards, no whok¥saktion trade of
agriculture produce was conducted during the pertetred by audit.

e During the year 2011-16, only 0.58r cent of the total market fee
(X237.77 crore) collected by the 20 AMCs of East Gadadistrict
related to transactions in their market yards. fidmeaining 99.5(@er cent
market fee was collected by these AMCs on salesIthd taken place
outside their market yards. This shows that theuwel of sale of
agricultural/ livestock produce in the market yands meagre.

® Eight of these were in East Godavari district amol in Guntur.
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* In Krishna district, no market fee was realisedtfee sale of agricultural
produce inside market yards through wholesale/anctale. This implies
that all the produce of the farmers in Krishna rdistwas sold outside
market yards without direct monitoring by the AMCBetails of
transactions inside the market yards in Guntur kamahool Districts were
not furnished to Audit.

» The Director of Marketing or the AMCs had not @dany mechanism to
monitor trading that takes place outside marketlyailhe Director of
Marketing also did not have even the details afitrg that took place both
inside and outside the market yards.

The Department replied that most of the farmersewsanall and marginal
farmers who would take loans from middlemen / trade meet their farming,
social and other needs. Their produce was in taltd ® these middlemen/
traders. Further due to lack of transport, the &asmwere depending on
middlemen/traders.

However, the objective of the Act was to prevestiible of middlemen. Thus,
both the Department and the AMCs had failed to tenand publicise the
benefits of trading inside the markets which idewkd in the insignificant
volume of trade inside the market yards of the AMCs

3.1.4 Utilisation of Regulatory Fee

Out of the annual income of AMCs, Her cent (25 per cent from October
2015) is contributed to the Central Market Fund @Mdministered by the
Director of Marketing. As per the State Act/Ruldse CMF was to be utilized
for providing Grants-in-Aid/loans to market comrags, expenditure on
maintenance of the Fund, grading, market intellogempublicity, development
works, staff, purchase of properties, etc.

The remaining income retained by the AMCs is toutibzed by them for
establishment of markets, providing facilities fissalaries, publicity, etc.

3.1.4.1 Non utilisation of Central Market Funds (CMF) on Development
Activities

Audit observed that CMF was mainly utilised for rimeg establishment and
office expenditure of staff and facilitating loafusids to other Departments/
Agencies. During the period 2011-12 to 2015-16 ¢pxdor the year 2012-13,
the details of which were not furnished to Audéxpenditure oR 6050.19
lakh was made out of CMF out of whi5682.47 lakh (93.per cent) was
incurred on establishment and office expenditure &8 per cent was
provided as loans to AMCs, as shown below:
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Table 3.1 - Details of expenditure from Central Mat Fund
® inlakh)

Total Pay & Loansto | Market Intelligence/
expenditure | Allowances AMCs Grading/Publicity/
office expenses Seminars

2011-12 1766.94 1556.37 200 10.57
2012-13 Information not furnished

2013-14 1877.22 1721.22 150 6.00
2014-15 1135.93 1134.78 0 1.15
2015-16 1270.10 1270.10 0

0
Total 6050.19 5682.47 17.72

Source:Information furnished by the Department

Only 0.3 per cent of the total expenditure was incurred on actigitike
propaganda and publicity, training, grading, enhjch are important for the
promotion of marketing of agricultural products. Mover, the records
relating to the expenditure (training, grading, pgg@anda and publicity) were
also not furnished to Audit.

3.1.4.2 Diversion of Central Market Funds

As per Section 16 of the State Act, the Central kdaiFund (CMF) can be
utilised for the purpose of grant-in-aid to newlypnstituted market
committees; grant-in-aid to deficit market comnettédor a period not
exceeding three years; grant of loan to the mar&etmittee and such similar
or allied purposes as specified by general or speciler.

However, substantial amounts from CMF were divertéa other
Departments/agencies in the form of loans/grantspfoposes not covered
under the State Act/Rules. During the period frt®986-97 to 2013-14, loans
amounting t& 305.62 crore and grants amountingf4.25 crore were given
to various Departments/agencies from CMF (t&@&859.87 crore) though this
was not permitted under the Act.

In addition, out of the total loans &f305.62 crore, the Departments/agencies
had repaid onlg 54.21 crore to the Marketing Department leavingakathce
0fI251.41 crore (April 2016).

In respect of grants, the recipient Departmentsicige had furnished
utilisation certificates (UCs) fo¥ 26.88 crore (out of54.25 crore). These
agencies had neither refunded the remaining amoiuf27.37 crore to the
Marketing Department nor furnished UCs for the sabD®spite this, no action
was taken by the Department for recovery of balamseunt.
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3.1.4.3 Application of Market Committee Funds

The year wise details of total market fee collecad expenditure incurred by
the AMCs in the State from 2011-12 to 2014-15 avergbelow:

Table 3.2 - Details of market fee collected and emgiture incurred by AMCs

® incrore)

367.81 311.49 56.32
384.78 309.14 75.64
501.89 365.94 135.95
533.03 357.76 175.27

178751 1344.33

Source:Information furnished by the Department

Thus, funds were available for providing essenfatilities for trading/
development activities. Audit observed the follogi

3.1.4.4 Non-utilisation of funds on development/promotional activities
and diversion for unrelated activities

As per records furnished to Audit, market fees amiog to< 1787.51 crore
was collected during 2011-15 by the AMCs. Out ois,tban amount of
3 1344.33 crore was spent by them.

In test-checked districts, it was observed thateeggure incurred by AMCs
was mainly towards meeting their establishmentieffexpenditure (4per
cent, including the advances paid to staff) and forstarction of godowns in
market yards (23per cent). No expenditure was incurred on providing
facilities/activities like grading, standardizatjaguality certification services,
publicity/propaganda to encourage sale inside nbaykeds, promotion of
private markets, contract farming, direct purchasatres, etc. which are
important for the growth of agricultural marketiagtivities in the State and to
motivate farmers to trade inside the market yards.

The Empowered Committee of State Ministers in chaof Agriculture
Marketing Reform§ had also suggested incorporation of a provisiothi
State Act to prohibit the utilisation of market @isfor any purpose other than
marketing infrastructure development (in its fin@port January 2013).
No action was taken by the State Government toeampht the same.

It was seen that AMC funds were diverted to othegengies like
APMARKFED, Agriculture Department, Fisheries Depaent, Tobacco
Growers’ Association, etc. In test-checked distri@ total amount & 135

" Constituted by Gol (Ministry of Agriculture) in¢hyear 2010
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crore was diverted during the period 2001-11 asndodo different
Departments/agencies which was pending for adjusgtaseof July 2016.

3.1.45 Construction of godowns without assessing requirement

As per the information furnished by three out ofifaest-checked distriéts
there are 321 godowns in the AMCs of these distrielowever, the godowns
available with AMCs were not fully utilised by them

A scrutiny of details of vacant godowns in East &adi, Kurnool and
Krishna districts for the year 2015-16 showed thatgodowns with a total
capacity of 50615 MTs have remained unoccupieckight to 12 months and
33 godowns with capacity of 43490 MT remained vadan four to seven
months during 2015-16. Despite large number of godo remaining
unutilised, AMCs continued to construct godownshattt ascertaining the
requirement. In May 2015, based on the proposalmgtdd by the
Department, the Government accorded administratisenction for
construction of 35 new godowns B7.82 crore under various AMCs in the
State. Out of these, three godowns with a totahciéy of 5000 MTs were
sanctioned to three AMEsn East Godavari and Kurnool districts. However,
it was observed that five godowns (total capad800 MTs) already existing
in these AMCs were lying vacant continuously forrenghan 11 months
during 2015-16.

3.1.4.6 Non-payment of duesto farmers

Under the Model Act and the State Act, the AMCs tarensure payment of
the sale proceeds on the same day of transactienSTate Rules provide for
payment of sale proceeds to the seller on the slapjeHowever, it was seen
that as of May 2016, an amount3#.82 crore pertaining to the sale proceeds
of subabul wood had not been paid by the purchaser, SirppePdill to 319
farmers in Jaggaiahpeta and Nandigam AMCs in Kasbistrict. The sale
had taken place in 2014. AMCs had however colleotacket fee on the same
transactions.

The Department stated that the transactions weréaree in market yards as
the same were purchased directly from the farmegwigate weighbridges.

The reply of the Department was not acceptablehasAMCs had failed to

ensure payment to the farmers even after collectionarket fee.

8 Details of godowns for Guntur district were natrfished to Audit in full shape.
® AMCs at Rajahmundry and Ramachandrapuram in Eagaari district and Nandikotkur in
Kurnool district
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3.1.4.7 Poor implementation of schemes

Section 15 (viii) of the State Act allows the AM@s expend the Market
Committee Funds on schemes for extension of cultum@rovement of

notified agricultural produce, livestock and proguof livestock within

notified areas. The AMCs in the State implementgth® Bandhu Pathakam
and Rythu Bheema Pathakam.

(i) Rythu Bandhu Pathakam

In order to prevent distress sales of agricultpralduce, the scheme Rythu
Bandhu Pathakam (Pledge Loan Scheme) was introtflicelderein farmers

are provided interest free loan of up to p&# cent of the value of the crop

produce pledged, subject to a maximum of two laktees (one lakh rupees
up to September 2014). The term of loan is limtted80 days and AMCs are
required to store the crop so pledged once thehameested.

Audit observed that while there are 65.75 lakh Z8er cent) marginal and
small farmers in the State, during the period fr2011-12 to 2015-16, only
2371 farmers on an average were benefited everywyeker the RBP Scheme.
This indicates that the scheme was being implendgmaerly.

(i) Rythu Bheema Pathakam (Insurance scheme)

Rythu Bheema Pathakam, an insurance scheme féarthers, weighmen and
cartmen connected with the market yard, was stantddine 2003. Under the
scheme, the AMCs are to pay the insurance amouhetolaimant or the legal
heir in case of accidental death/disability of fukmcary.

It was observed that as per Government orders @mngurance scheme, the
AMCs were to maintain and update annually thedisall the farmers who

sold at least one quintal of produce in each of phevious three years.
However, list of eligible farmers was not being nained by the AMCs. Due

to this, Audit has no assurance that the farmers wtuld have received

benefits under the scheme were even aware of it.

Audit observed that only two individuals who wer@rking in AMCs had
received insurance benefit in the test-checkedidistand no farmers had
availed the benefit in the last five years (201)-I8ough the Department
had paid benefit to only two individuals, in thesabce of details of farmers,
Audit could not ascertain whether all the benefiem were benefitted from
the scheme.

19 Introduced in 1982, as pledge finance scheme endmed as Rythu Bandhu Pathakam in
1995
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3.1.5 Conclusion

Though the State had amended its Act in line with the Model Act to implement
important market reforms like Private Market, Contract Farming, Direct
Purchase Centre, e-Trade Market, etc., it failed to attract entrepreneurs/
sponsors due to lack of publicity, non-exemption of market fee for contract
farming, etc. As per Model Act, the commission charges were to be paid by
the buyer of the agricultural produce. However, the State Act was not
amended and the farmers were still paying commission charges. The existing
provisions were not being implemented in the true spirit of reforms as
envisaged in the Model Act. Further, the CMF and AMC funds were being
diverted to other agencies/Departments instead of providing basic facilities
which can reduce the dependence of farmers on middlemen.
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Transport, Roads and Buildings Department
3.2 Andhra Pradesh Road Sector Project

3.21 AndhraPradesh Road Network

The Andhra Pradesh Roads and Buildings Departm&BD] has its
jurisdiction over National Highways (4,913 Km), &tadighways (6,167 Km),
Major District Roads (19,183 Km) and Rural road$,567 Km) totaling
45,830 Km. Out of these total road network, theeORoad Network (CRN)
consists of 14,721 Km, which is being managed aathtained by the Andhra
Pradesh Road Development Corporation.

In order to reduce the growing funding gap in readtor, a Loan Agreement
was entered into (January 2010) between the Irienad Bank for
Reconstruction and Development (IBRD) and Goverrinednindia (Gol).
After bifurcation of the State, the loan share dixe respect of the present
Andhra Pradesh State is 197.50 Million US Dollamgluding expenditure
incurred on the project during the period beforéuroation. As per the
agreement, the project was to be completed by 20mh8. After bifurcation of
State into Andhra Pradesh and Telangana, it wabedsled to May 2017.

3.2.2 Project Components

As per the loan agreement, the project comprises domponents - (a) Road
Improvement, (b) PPP facilitation support, (c) itugional Strengthening and
(d) Road Safety.

3.2.3 Implementing agencies

The Roads and Buildings (R&B) Department was etddisvith the overall
responsibility for implementation of the projectudit of implementation of
the Project was conducted to ascertain whethePtbgect components were
effectively implemented in a timely manner and tigective of providing
better quality, higher capacity and safe roadsstraiin a sustainable manner
through enhanced institutional capacity had beéaieaed.

Audit examined the project records since incep(idenuary 2010) to March
2016 at Roads and Buildings Department, HeadqafBéfice’> and eight
field Divisions™ during the period from December 2015 to June 2016.

1 Roads with high traffic intensity and strategigintance selected from State Highways and
Major District Roads were designated as Core Rogtuvdrk.

12 Chief Engineer (R&B), CRN & Managing Director, ABR, Hyderabad

13 R&B Divisions at Visakhapatnam, Rajahmundry (RDI&Jlore, Gudur, Tirupati, Nandyal,
Kurnool (RDC) and Ananthapuramu
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Thirteen out of 26 Long Term Performance Based Ma@nce Contracts
(LTPBMC) and all the seven upgradation package® \&ko examined.

Audit Findings

Audit observations on individual components of thmject are discussed
below:

3.24 Road Improvement Component

The component comprised (a) upgradation of 302 Kmrioritized roads in
two phases and (b) maintenance of 4301 Km undeBM®.

Audit observations on implementation of this comganare discussed in the
subsequent paragraphs.

3.25 Upgradation Packages
3.25.1 Shortfall in taking up road stretchesfor upgradation

The AP Road Development Corporation (APRDC) hadaged a consultant
(2007) for conducting feasibility studies and prapan of preliminary

designs of 38 selected road sections for a totejtlkeof 2002 Km. Based on
the consultant’s report, 14 road stretches witbtal tength of 302 Km were
selected for upgradation under APRSP. Against @#Kin length mentioned
in the loan agreement, roads for a total lengthi2® Km were actually
entrusted under upgradation contracts. No reasame found on record for
not taking up the remaining 7 km road. The Deparimhad not stated
specific reasons for short award of work.

3.25.2 Deaysin award of works/ procurement of goods

As per the Procurement Plan agreed to between twver@ment of Andhra
Pradesh and the IBRD, there were 104 items to deuped under the project.
Out of these, 54 items were test-checked in addie Procurement Plan
prescribed the methodology of procurement of goadsks and consultancy
services, estimated costs of different items andefiames for their
procurement.

The Procurement Plan was to be updated at leasiatipror as required to
reflect the actual project implementation needs angrovements in
institutional capacity. It was observed from thecomels that though the
procurement plan was prepared/updated, the tingelgigpulated were not
adhered to. This led to delay in completion of @asi components/sub-
components of the project.
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Audit observed delays at various stages of procantrof works, goods and
services as discussed below:

(i) Execution of works: There were a total of 42 works to be executed unde
Road Improvement and Road Safety components dPtbgect. Out of these,
23 were test-checked. Audit observed that only feworks have been
completed till the date of Audit (June 2016). Olthese, two were completed
within the original time frame. The reasons foftagein completion of the
remaining 21 works are as shown below:

Status of works Reasons for delay

Two works were In the upgradation work of Chittoor-Puttur Roaderth was &

completed with delay of 31 months due to several changes (Julyl 201

delays of 3to 31 November 2014) in the scope of work during executio

months In the Black Spot Improvement work in Visakhapatrdistrict,
there was delay of three months due to delay idingnover of
site and slow pace of work in ghat section.

The remaining  In three upgradation packagésthe Department had cancelled
19 works were at (May 2010) the initial bids due to low competitiand high bid
various stages of prices. Substantial time was lost in review/revigiapproval of
execution estimates and invitation of fresh tenders and thesgs were
finally awarded during November 2011 - April 2012.
In the remaining 16 works, there were delays ram@jiom four
to 61 months in investigation and designing, prapan and
approval of estimates and invitation/ finalizatiwintenders. All
these works were in progress.

(i) Procurement of goodsin goods procurement, out of 29 items, 18 items
were test-checked in audit. Out of these one iteemofation of office
building and procurement of furniture), for whichpeovision of% 1.4 crore
was made, was not taken up due to bifurcation afeSt Audit observed that
there were delays in procurement in the remainihgdms. It was observed
that procurement of four items was completed wilag of 10 to 30 months,
as shown below:

(1) computer, (2) printers an There were delays of 23 to 30 months due to delayed

(3) photo copiers finalization of estimates by the R&B Department.
(4) breath analyzers an There was delay of 10 months due to delay in faaion
speed laser guns of specifications and preparation of estimates in

consultation with Transport Department.

The process of procurement of the remaining 13steuas still going on with
delays ranging from 18 to 26 months. The reasonddlay are as follows:

14 KD 02 (Kurnool - Devanakonda road), MJ 03 & MJ(®4ydukuru - Jammalamadugu road)
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(1) Modernization of check post at There were delays ranging from 23 to 25
Renigunta, (2) Electronic weigh  months due to delay in finalization of

bridge at Renigunta and specification and preparation of estimates
(3) Inspection and Certification in consultation with Transport Department.
Centre at Kadapa

(4) CT scan equipment and There were delays ranging from 23 to 25
(5) medical equipment for Trauma months due to delay in invitation of
Care Centre at Rajampeta tenders.

(6) Ambulance There was delay of 26 months in signing

the contract after finalization of the bids.

(7) and (8) Enforcement equipmel There were delays ranging from 18 to 24
for Police Department, (9) Cranes, months, due to delays in design,
Light motor vehicles and Intercept( investigation and finalization of estimates.
vehicles, (10) Furniture and

(11) Computers/printers

(12) Development of management There was delay of 25 months due to delay

information system in design, investigation, finalization of
estimates and preparation of bid
documents.

Procurement of another item ‘supply and installatiof Road Database
Management Software (coft2.93 crore) has not been completed. Audit could
not work out the delay in this case, as no timealitad been fixed by the
Department for this item.

(iii) Procurement of Consultancy services: As per Procurement Plan, there
were 26 consultancy services to be procured outhoth Audit test-checked

seven consultancy services. Out of these, proeamemf one consultancy

service (for preparatory services for maintenanmetracts) was completed
within the prescribed time. In the remaining sixsoltancy procurements,
delays ranged from 15 to 48 months. Two Supervi€iamsultant services

engaged for supervision and quality control of apgtion contracts were
being continued beyond their original agreementiopgsr due to non-

completion of the road works.

The remaining three consultancy services for Roamhddement System,
Road User Satisfaction Survey and Implementatiopp8tt Services under
Institutional Strengthening Action Plan (ISAP) camnpnt were also going on
due to bifurcation of the states and other delétydbatable to the Department,
as discussed in subsequent Paragraphs 3.2.68.13ahd 3.2.8.2.

(iv) Procurement of consultancy for road data collection: The Department
concluded six contracts for road data collectiod3ndistricts. It was observed
that in four contracts, there was delay rangingnfriovo to four months in
entrustment due to delay in invitation of bids. li€dion of data under one
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contract (in Srikakulam, Vizianagaram and Visakliapgm districts) was
completed within the scheduled time. In anothertraat (in Guntur and
Prakasam districts), collection of data was conepletvith a delay of two
months due to delay in signing the contract aftalization of tenders.

From the above, it was evident that delays peckiste every stage from
investigation to completion and this resulted imdi and cost overrun as
discussed in subsequent Paragraphs 3.2.5.3; 3.3.8.8.2 and 3.2.9.3. This
indicated that the Department did not adequatedy por implementation of
the Project before approaching the IBRD for loan.

The Department attributed (July 2016) overall dalayprocurement to non-
submission of specifications/ requirements andnegts for goods and
equipment to be procured by the line Departmerttss hdicated lack of co-
ordination among the Departments.

3.25.3 Slow progressof works

Under the Road Improvement component of the projbaet Department took
up upgradation of roads for a total length of 298.KThese works were
divided into seven packages and were awarded dukingust 2008 to
September 2014. The status of these works ady20a6 was as follows:

Table 3.3 — Status of upgradation works taken upden APRSP

Name of the Road Agreement | Month of award/| Progress
(Package No.) value Target date as of July
® incrore) 2016

Chittoor —Puttur Road (CP-01) 113.09 August 2009/ Completed

March 2012
Kakinada-Rajahmundry Road (KR-07  200.54 February 2013/ 5%

March 2016
Kurnool-Devanakonda Road (KD-02) 133.54 September 2014  55%

October 2016
Pedana-Nuzvid-Vissannapet Road frc ~ 165.34 August 2012/ 21%
Km 7.000 to Km 58.920 (PNV-08) March 2015
Pedana-Nuzvid-Vissannapet Road frc 82.48 July 2012/ 50%
Km 62.250 to Km 95.460 (PNV-09) August 2014
Mydukuru-Jammalmadugu Road from 65.21 January 2012/ 90%
Km 153.000 to Km 171.000 (MJ-03) March 2014
Mydukuru-Jammalmadugu Road fromr 53.56 April 2012/ 61%
Km 177.400 to Km 194.670 (MJ-04) June 2014

Source:Information furnished by the Department

As can be seen from the above Table, six out ok&wen works were still in
progress, though their original target dates weng lover. Audit observed the
following:

15 Upgradation of Chittoor-Puttur road was awardedotge the date of concluding loan
agreement with the IBRD, but forms part of the pobj
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(i) Upgradation work of Kakinada — Rajahmundry Road RK07):

Delay in completion: This package consists of two sections (Section-I:
31.000 Km and Section-II: 30.600 Km). As per thatcact conditions, the
section-l and section-1l were to be completed bpt&mber 2015 and
March 2016, respectively. On scrutiny of recoitlgjas observed that the
land required for section-1 was handed over todetractor by February
2014. In respect of section-Il, out of the totahdeh of 30.60 Km, the
Department had handed over land for a stretch @32Em in a phased
manner (March — June 2016). Despite providing edefree mobilization
advance and complete land for section-1 and paedraf for section-Il, the
contractor did not show progress of work. The dotua@k executed (July
2016) was only 5.40er cent for which an amount & 7.09 crore was paid
(February 2016).

As per the records produced to Audit, the IBRD haw proposed (June
2016) for deletion of package KR-07 from the scop#he project and the
State Government may have to complete the balawcksvirom its own
resources.

Non levy of delay damages. A Construction Supervision Consultant
(CSC) engaged (December 2011) to supervise theadagon package
works issued many notices to the contractor (KRf07)speeding up the
pace of work. Owing to non-response from the catbra the CSC
recommended (April 2014 and April 2015) terminatiohthe contract.
However, instead of terminating the contract, thep&tment granted
(March 2016) interim Extension of Time (EOT) forcen-l1l up to
August 2016 at the request of the contractor, withevy of damages of
320.05 crore leviable as per agreement. Since tlay de execution was
attributable to the contractor as per the corredpoce made by the CSC,
non-levy of penalty led to extension of undue berafI 20.05 crore to
the contractor.

The Department stated (July 2016) that the cordrdead requested for
further EOT upto March 2017 and a decision on EQd @elay damages
would be taken as per recommendations of the CSC.

Non recovery of mobilization advance: It was also observed that as per
the contract conditions, the Department had paidr@d and June 2013)
interest-free mobilization advance 3¥80.08 crore to the contractor. As
per the agreement conditions (Clause 14.2.a), ezgowf mobilization
advance was to commence after B& cent progress was achieved.
However, recovery of mobilization advance had mohmenced even after
lapse of more than three and half years of its dbgvthe contractor. This
resulted in blocking of the mobilization advancehithe contractor.
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The Department replied (July 2016) that it could commence recovery
of mobilization advance as the value of work doreswess than 3per
cent of contract price. The reply was not acceptablthadDepartment had
failed to ensure proportionate progress as petinie lines. Further, since
the proposal for termination of contract was undensideration of the
Government, the recovery of the mobilization adeamay be difficult.

(i) Upgradation work of Kurnool - Devanakonda Roa(KD-02). In this
package, the contractor failed to execute the vasrRer agreement conditions
though land for the entire stretch was handed ¢¥anuary 2012) by the
Department. The progress of work achieved by theraotor was only 1.27
per cent against the planned progress of 2480 cent, by the end of July
2013. An amount of 75 lakh was paid to the contractor. The Department
terminated (July 2013) the contract under clause J&nhd 15.4 of the
agreement according to which the extra cost inwblue balance works
completed through another contractor had to bevered from the first
contractor. After termination, the Department tookre than one year to re-
entrust the remaining work. The Department awar@zptember 2014) the
balance work to another contractor at an agreedevaf 133.54 crore for
completion in 24 months involving extra cost83.41 crore. Against the
recoverable amount &63.41 crore, onl¥ 5.81 crore was available with the
Department. It may, however, be pointed out hea¢ alscording to agreement
conditions, the extra cost involved in balance wbeing completed through
another contractor had to be recovered from tlsé dwntractor.

As of July 2016, the new contractor had executdgt B& per cent work in
20 months from the commencement date. Considetiegstow pace of
execution, completion of the balance g cent work before the end of loan
period (May 2017) seems doubtful.

(iif) Upgradation of Pedana-Nuzvid-Vissannapet rod®NV-08) This work
was awarded (August 2012) to a contractoRft65.34 crore, for completion
by March 2015. The Department could acquire lanmtiapeng to only 51.95
per cent of the road stretch as of August 2016. It waseoled that though the
Department had handed over land for g8 cent of the road stretch by
November 2014, the contractor executed only 21péd cent work by
February 2016. An amount &30.23 crore was paid to the contractor. The
Department terminated (February 2016) the contuacter clause 15.2 and
15.4 of the agreement according to which the estrst involved in balance
works completed through another contractor wasteebovered from the first
contractor. The remaining work was divided intoethipackages and tenders
were floated (April 2016) at a total estimated aafst 231.66 crore, involving
extra cost ok 96.55 crore. It was observed that as per the tenodiice, the
time stipulated for completion of balance works wiEs months. As of
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September 2016, the works were not awarded duereeateipt of approval
from the IBRD. Thus, with only eight months of tlean period remaining,
the possibility of completing the balance work witkhe loan period is remote
and utilization of IBRD loan assistance fully magt ve possible.

(iv) Upgradation of Pedana-Nuzvid-Vissannapet ro@dNV-09): The work
was awarded (July 2012) to a contractorJo82.48 crore, for completion by
August 2014. As per the agreement, the Departmexst t@ hand over the
complete road stretch to the contractor by Febr2a3. As observed from
the Construction Supervision Consultant (CSC)'soreJanuary 2015), the
work on 6.35 Km road (out of a total of 33.208 Kwgs affected due to non-
payment of compensation to the land owners. Tepemsation was paid to
the land owners and handing over of entire stretels completed only in
March 2016. While the land compensation issue dmuted to the delay in
execution of work to some extent, the contracteo aid not show the desired
progress of work and only Ster cent progress had been achieved as of July
2016. As reported (July 2016) by the CSC, the gpaae of work was due to
the contractor’s inability in mobilizing funds. Hewer, the Department did
not levy delay damages ®88.25 crore on the contractor as per agreement. At
this pace of progress, the work may not be comgldtefore the project
closure period.

(v) Upgradation of Mydukuru-Jammalamadugu road (Pl&ge Nos. MJ-03
and MJ-04): The work of package MJ-03 was awarded (Januarg)2tla
contractor forZ65.21 crore for completion by March 2014. Thougle th
Department had handed over (August 2012) the cdmpted stretch within
the time stipulated in the agreement, the work haidbeen completed even
after time over-run of 28 months. As of July 2018e contractor could
complete 9Q0per cent of the work. However, delay damages@.52 crore
were not levied on the contractor for slow progressork.

Similarly, MJ-04 package was awarded (April 2018) & contractor for
¥53.56 crore for completion by June 2014. As per #gyeeement, the
Department was to hand over the complete roadchkttet the contractor by
December 2012. It was observed that, out of tted stretch of 17.59 Km, the
Department could hand over a total length of 1K@1to the contractor in a
phased manner during April 2012 to June 2014. Rtrdch of 1.68 Km was
still to be handed over. As of July 2016, the pesgrof work achieved was
only 61 per cent and completion of this package work before May 7201
appears doubtful.

Thus, while the delays in acquiring lands and hagdiver of site delayed the
progress of works in four packages, slow pace ofkway the contractors
coupled with the Department’s failure to levy deldgmages/terminate the
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contracts and to re-entrust the balance workstimaly manner, led to non-
completion of the upgradation packages.

Besides, in respect of KD-02 and PNV-08 packagésctwwere terminated,
the cost of works increased RY%3.41 crore and 96.55 crore, respectively.
The Department stated (July 2016) that in the cdd€D-02, the extra cost
had already been notified for commencement of ratiisin and in the case of
PNV-08, the amount would be recovered through ratoin.

3.2.6 Long Term Performance Based Maintenance Contracts

The RBD had taken up 26 works across various distin Andhra Pradesh
under Phase-l1 and Il under LTPBMC which provided foaintenance of
CRN. The stated economic benefits of these workse wsavings in vehicle
operating costs, travel time, distance and maimemacosts. While seven
works under Phase-l1 were completed by March 2094ydrks under Phase-lI
were nearing completion.

As per the project agreement, the Department hatgintain a length of 6241
Km which was revised to 4301 Km after bifurcatidritee State.

3.26.1 Lack of definite criteria for selection of road stretches for
M aintenance component works

Under the road maintenance sub-component of APHRBPartment had

planned 6241 kif of CRN, which included 4890 km roads developedennd
AP State Highway Project, AP Economic RestructuriRgoject and

‘Maintenance component’ of another IBRD Project.wdwger, the criteria

adopted for selection of the remaining 1351 Km werefurnished to Audit.

3.2.6.2 Deficient planning in selection of roadsfor maintenance

Audit observed that some of the roads which wekertaup for maintenance
under this project were later deleted from maimeeacontracts on ad-hoc
basis for taking up widening/ improvement works emdther schemes. Out
of the 2011 Km of road length covered under thé-dbecked LTPBMC
works, 413.036 Km were upgraded as National Higrsaaayd another 59.172
Km were taken up for widening/improvement by that&tGovernment. The
details are shown iAppendix 3.1.The initialinclusion of these road stretches
in the maintenance contracts and subsequent deletiliicated lack of proper
planning in identification of road stretches forimanance under this Project.
Both these lengths of roads were deleted from ¢bpesof the project and the
Department had not evolved any replacement plartherpackages, though
the terms of the loan as well as the agreemenndidorohibit taking up of

6 Out of 6241 Km of CRN proposed under combinedeSta801 Km pertains to successor
State of Andhra Pradesh.
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other reaches for maintenance. This resulted ietidel of stretches from
LTPBMC packages and short utilization of loan ispect of the extent of the
length deleted.

For example, the LTPBMC Package no. 33, consisting07.860 Km of

length, in Ananthapuramu District, was awarded teoatractor (October
2011). During the course of contract, the package wancelled by the
Department due to declaration of a major stretcs®™®H Km out of the total
length of 107.860 Km (i.e., 89.5ikr cent ) as National Highway (74.400 Km)
and taking up of widening work (22.150 Km) underridal State Plan. This
resulted in closure of the contract, midway, by aoding a mutual closure
agreement (June 2015).

Thus, lack of proper planning in selection of rodds maintenance led to
subsequent deletion of stretches of road after dingrthe works and
consequent short utilization of the loan.

3.2.6.3 Non-recovery of excess payment

In LTPBMC package no.l (Visakhapatnam division), anount of%4.04
crore was paid (during 2009-2014) to the contrati@rards price escalation
on bitumen.

However, the Third Party Quality control (TQPC) saltant had intimated
(August 2014) the Department that ofl2.58 crore was due for payment to
the contractor. Excess amount 3f..46 crore was paid due to incorrect
adoption of bid date. The bid date of 02 May 20@& wicorrectly adopted by
the Department, instead of 15 July 2008, whichltedun incorrect adoption
of increased rates. This was also confirmed byChief Engineer (November
2014) while issuing instructions to reconcile theng.

Though the matter was brought to the notice ofdivésional authorities by
the TPQC Consultant in August 2014, no action ve®rn to recover the
excess amount paid. The Department replied (Mar@h6p that it was
pursuing the matter with the contractor.

3.26.4 Conducting of Road User Satisfaction survey

APRDC had appointed (December 2010) a consultacttry out the Road
User Satisfaction Survey (RUSS) for all the packatpken up under the
Project. The objective was to improve road transpoithe State by giving
senior management in the RBD an insight into tiseas raised by the road
users and thereby enhance future strategic ancatop®al decisions. The
survey was to be conducted twice, i.e. before implgation (RUSS-1) and
during implementation (RUSS-2) of works. The cotesul had submitted
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reports for RUSS-I in March 2013, RUSS-II in Aug@#tl5 and updated final
report in June 2016 exclusively for the State of AP

As per Task-3 of contract agreement, the consultast to present the survey
findings to the senior management of the RBD arierotelevant decision
makers in the Government and the findings were @dme made public. The
consultant had earlier submitted (August 2015)fimal report with certain
recommendations. A stakeholder meeting was alsdumed (August 2015).
An updated Report was submitted (June 2016) exdlysifor Andhra
Pradesh. The consultant was asked to revise therRapd submit it by June
2016. As per the Progress Report of APRSP for 2006, the consultant’s
report was under review.

The Department stated (July 2016) that the fingbdRewas under review.
However, the survey results may become irrelevaattd the passage of time.

3.2.7 PPP Facilitation Component

The component was included to strengthen the cgpaicthe Government to
develop selected high traffic density corridorseméublic Private Partnership
(PPP), via toll revenues and viability gap supdootn the Government of
India. Audit observed that the Department coultidentify any high traffic
density corridor in the State for development urileP arrangement.

3.2.8 Institutional Strengthening Component

This component was to provide targeted technicals&ce, training and
advisory services for strengthening of APRDC, wehuisite capacity for its
responsibilities in managing the CRN and aidinganious aspects of project
implementation, including the Asset Management Ruog the Governance
and Accountability Action Plan (GAAP) and the Imstional Strengthening
Action Plan (ISAP) and associated monitoring anordmation etc.

3.28.1 Non implementation of recommendations of consultant on
Institutional Strengthening Action Plan

Government of Andhra Pradesh had accorded adnatiitr sanctioll
(February 2011) for the work “Consultancy Services Institutional
Strengthening Action Plan (ISAP) implementationf ¥®.50 crore. The work
was awarded (March 2011) to a consultant to cautytlte above services for
36.97 crore (later revised ¥0.49 crore) for completion by December 2013.

The Consultant had submitted (February 2014) ttle@iommendations for the
combined State. After bifurcation of the State, Gofook 15 months to
extend (September 2015) the services of the camdiftir 20 months to refine

7 G.0.Ms.No.28, TR&B R(IV) Department, dated 18.2.20
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the report according to the requirement of the sssor State of Andhra
Pradesh. The contract was awarde®{129 crore.

The Department stated (July 2016) that a repddread to the requirements of
the new State was being developed by the conssiltantd assured of
implementation of the recommendations in the newdreto be submitted by
the consultant as and when approved by the Goverlame

3.28.2 Non-compilation of Road Data and non-commencement of Road
M anagement System

As a part of Institutional Strengthening, estabtigint of a Road Management
System (RMS) was proposed to improve the Road Devetnt Corporation
(RDC)/RBD’s planning for both capital and maintecanbudget received
from various sources. Development and implemenntaif RMS involved the
following three activities:

(i) Collection of data regarding the physical conditmfnroads across the
State, using automated data collection equipment;

(i) Procurement of Road Database Management Softwade; a

(i) Feeding the physical road data and other detdis doil parameters,
traffic volume, etc. as inputs into the Road Dassb&lanagement
Software to generate annual roll-out plans for teh@nd maintenance
works based on the annual budget available.

The Department engaged (April 2011) a consultanafoagreed fee &6.18
crore for providing technical assistance and esfalment/operationalize the
RMS in the combined AP State. The contract was7@®rmonths i.e., 42
months for establishment of RMS and 30 monthsrglémentation support.
The Department concluded (March 2014) another aggaewith a vendor for
%2.48 crore for supply and customization of Roadabase Management
(RDBM) Software. The vendor has supplied the safevand the same was
being customized/configured as per the Departmerdtpirements (May
2016).

As per the agreement concluded with the RMS coasyjlthe Department was
to collect and provide the road data to the coastiltit was observed that the
Department could not provide road data to the RMiSsaltant in time due to
delay in taking a decision as to whether to purellgomated equipment to
collect the data or to outsource the same and durtlelays in the tender
process. Though the initial decision (June 2012 twgorocure the equipment,
this was abandoned due to high bid prices quoteshwénders were called for
the same. Later, it was decided to outsource tteadlection by dividing the
work into two packages and tenders were invitedweler, the tenders were
cancelled (May 2015) as none of the bidders metqtification criteria.
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Finally, the work was divided into six smaller pagks and entrusted during
January to September 2016. Out of the 13 districtdlection of data
pertaining to five districts (two packages) hasrbeempleted as of July 2016.
Collection of data pertaining to the remaining eidistricts (four packages)
had not been completed. Due to non-collection afirdata for all the districts,
the objective of generating the annual roll-ounglaas not been achieved.

Further, due to delay in implementation of RMS, fhepartment had to

conclude (February 2016) an amended agreementhatRMS consultant for

a further amount 0% 6.26 crore for the present AP State (against aagin
agreement value &6.18 crore for the combined State). This was iditaah

to I 1.29 crore already paid to the consultant. As perrevised agreement,
the RMS is now scheduled to be established by 204€ and thereafter the
maintenance support would be provided for only Idihtihs against 30 months
stipulated in the original agreement.

Thus, delay in taking a decision as to whether toclpase automated
equipment to collect the data or to outsource #maescoupled with further
delays in the tender process led to the delay ifectmn of road data,
resulting in delay in establishment of RMS besideseasing the cost thereon.

3.29 Road Safety component

This component was to help in providing safer recadridors by initiating
measures to reduce road accidents on major cosrithygr assisting the
concerned agencies to:

(@) Undertake ‘demonstration projects’ on sele@&N corridors;
(b) Carry out an extended black-spot improvemeogm@am;

(c) Implement institutional and policy action pafior improving the
State’s road safety responsibility framework angacéies; and

(d) Evolve a policy and strategy taking into acduouresults of
demonstration projects, etc., for improving roafesain the entire
State.

3.29.1 Development of a demonstration corridor

The demonstration (demo) corridor was to be a maxelidor to be
developed with multi sector road safety measurespted by different
Departments viz. Roads and Buildings, Transporticeand Medical and
Health.

A length of 138 Km in Renigunta-Rayalacheruvu romds taken up for
development as a demo corridor at an estimated af6&1.0.85 crore. The
Department estimated that the average deaths ®madi were 0.6 per Km. It
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was proposed to improve eight curves, 10 juncti@mg truck lay bay and
strengthening of three stretches under the demiegtrd’hese were to be re-
designed to the extent possible and the overabilitg was to be improved.

The following observations are made in this regard:

3.2.9.2 Improper estimation of curvesjunction improvements

The curve and junction improvement works on RenigtiRayalacheruvu road
was awarded (January 2014) to a contractor forgaeead value of 11.87
crore. The work was completed (June 2015) and aouatmofI 9.81 crore
was incurred resulting in a savings®f2.06 crore. On scrutiny of estimate
and workslip, it was observed that in five sub-vgrkcurve/junction
improvements were not taken up and in another $we-works, only road
furniture*® was provided as the work of improvements had dirémen taken
up by R&B division, Rajampeta under different agneats with State
Government funds. It showed that there was no spmchation of works
amongst the R&B Department and APRDC, as the waektified under the
Project was taken up by R&B Division, Rajampeta.

Evidently, while preparing the estimate, the Deaparit had not taken
sufficient care in identifying the curves/improvemeto be corrected. In two
cases, the Department found that no improvements seguired, in two cases
Right of Way® was not available and the Department did notatgtiany

action to obtain the same. In another case, theoredor deletion of

improvement was not on record.

In another stretdfl, though strengthening of 1.2 Km was provided tmly
300 meters were strengthened. The reasons fortredweere not on record.

These clearly show that the work had been takewithout proper survey,
which led to deletion/modification of the work laté&Vith proper planning,
more roads could have been improved with the saving

3.29.3 Non procurement of goods/servicesfor demonstration corridor

Besides curve/junction improvements by the RBD, tevelopment of
Renigunta-Rayalacheruvu road as demo road coraidorinvolved providing
road safety measures in co-ordination with differdbepartments viz.
Transport, Police and Medical and Health. Thesgallenents were to furnish
their requirement, technical specifications andinestes for goods and
services to facilitate procurement of the same BPR

18 Includes cautionary sign boards, reflective singgtieflective road studs, junction boards,
galvanized barriers, concrete kerbs, name boamdisyarthetic surface painting

19 Right of Way means the land stretch reservedhi@purpose of public transport/road.

% Km 60.500 to Km 62.300 of Renigunta-Rayalachenoad
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It was observed that the procurement of goodsisesvifor Medical and
Health, Police and Transport Departments were istiprogress (July 2016).
These Departments had modified their estimates spatification of their
requirements multiple times leading to delays.

Construction of a Trauma Care Centre, procureméantdulances, medical
equipment etc., at Rajampeta; procurement of eafoent vehicles,

construction of one Police Highway Outpost, cortom of an electronic

weigh bridge and modernization of checkpost at famta; and establishment
of Inspection and Certification Centre, Kadapa hatdbeen completed.

The Medical Department expressed their inabilitptovide human resources
to operate/maintain the medical equipment. IBRD dat agree with the
proposal of the Police Department to engage a fariiam for providing
human resources for operation of Highway Outpasigyrcement equipment,
interceptors, cranes, computers, etc. Transportaieent had not taken a
decision on the manner of manning their equipmednétructure. It procured
speed laser guns and breath analyzers and deli¢éuned 2015) the same to
Police Department. However, reports relating togesavaluation of the
equipment were not submitted to IBRD by these Diepants.

The R&B Department attributed (July 2016) the detayinvolvement of
various Departments and lack of coordination/nodfzation of requirements
in time.

There were delays of 10 to 26 months in procurenaéritems relating to
demo corridor due to lack of co-ordination amonge tistakeholder
Departments and the demo corridor may not be oeteqblbefore the loan
closure period (May 2017), if this issue is notedrout.

3.29.4 Award of evaluation contract without completion of demo
corridor

A consultant to evaluate the improvements in Roaf#tg in demo corridor

and document the lessons learned thereof and &ssasle effectiveness of
stakeholder Departments and implementation progesthe project was

appointed (August 2015) at an agreed cot205 crore with a stipulation to
submit the report in 12 months.

As stated above, the Departments have not complitted procurement
process and the equipment already purchased weleeimy put to use due to
lack of qualified manpower. This implies that awagdof evaluation study for
an incomplete road safety work was unjustified.oA$larch 2016, an amount
of ¥ 83 lakh had already been paid to the consultant.
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3.2.9.5 Deay informulation of Road Safety Policy

As per the agreement with IBRD, the Road Safetyciaf the State was to
be developed after completion of two demo corridatitizing the lessons
learnt from their implementation by July 2016.

However, only one corridor was selected for develept as demo corridor
and the work was still in progress as of July 20d6jch has delayed the
formulation of Road Safety Policy.

The objective of formulation of a Road Safety Pplefore loan closure may
not be achieved due to the delays observed in oeweint of the demo
corridor.

3.2.9.6 Non-evaluation of black spot improvements

A black spot is defined as a location on a roadresfeeccidents are highly
concentrated. A black spot could be a curve, iet#isn or a regular stretch of
a road and could vary in length, but it is usuahout 200 to 400 metres. It
was proposed (February 2014) to take up six black snprovement works
under the component against which five were takedue to paucity of funds.
Each work was to cover multiple black spots.

Though the works were completed (February-June R@ibevaluation study
was taken up to ascertain the reductions in nurobaccidents to assess the
effectiveness of the improvement works.

The Department accepted (July 2016) the Audit olagiem and stated that the
SEs had been instructed to evaluate the performance

3.2.10 Conclusion

The Project was taken up to remedy the funding gap in road sector in the
Sate. However, significant deficiencies were observed in implementation of
the Project. The implementation of the project was adversely affected due to
delays in procurement of works/goods/services, deficient planning and slow
pace of works. Out of seven upgradation works taken up under the project,
only one was completed and there were delays in the remaining six works.
Considering the current pace of execution, some of the upgradation works are
unlikely to be completed within loan closure period and there is a risk of
under-utilization of IBRD loan assistance. In two upgradation works, cost of
balance works were yet to be realized from the contractors. Liquidated
damages were not levied in respect of three upgradation works despite delay
in execution of work by the contractors. Road stretches for Long Term
Performance Based Maintenance Contracts (LTPBMC) were identified
without any specified criteria, road stretches were deleted from the scope of
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contracts due to their conversion as NHs or having been taken up under other
Sate schemes and alternate roads were not taken up in lieu of the deleted
stretches. The objectives of Institutional Strengthening component had not
been achieved as the final reports of the consultants are yet to be submitted.
Delay in taking a decision whether to purchase automated equipment to
collect the data or to outsource the same coupled with further delays in the
tender process led to the delay in collection of road data. This hampered the
development of Road Management System. Items relating to Demo corridor
remained incomplete due to lack of coordination among line Departments.
Thus, the goals contemplated under the Project may not be fully achieved
before the end of loan period (May 2017).
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I ndustries and Commer ce Department
3.3 Development of Textileand Appare Parks

3.3.1 Introduction

As part of implementation of government policielns were formulated to
establish Textile and Apparel Parks in Andhra Pshdsarting from 2002-03.
The objective of setting up of these Parks wasdceiase textile exports and to
generate employment opportunities in handloom amdilé sector. The
agencies chosen to implement them were the Diatetadf Handlooms and
Textiles (DHT), Andhra Pradesh Industrial Infrasture Corporation Limited
(APIIC) and private parties through Special Purpasehicles (SPVY.
Currently, there are 11 such Parks in the Stateetmsled inAppendix 3.2 Out
of the 11 Parks, three Parks had received finanesdistance from
Government of India (Gol) under the Scheme for dgraged Textile Parks
(SITPY? and one Park under the Apparel Parks for Exparte®e (APESY.
The remaining seven Parks were taken up with &ateernment funds.

Audit reviewed five Parks, one developed by a pgevzarty with Government
support (Brandix India Apparel City Private Limitg@IACPL)), two by
APIIC (Apparel Export Park (AEP), Proddutur and &tz Apparel Export
Park (VAEP)) and two by DHT (Textile Park, Mylavaraand Textile Park,
Rayadurg). BIACPL and VAEP had received Gol assistaunder SITP and
APES, respectively. The funds allotted, releasatl expenditure incurred on
these Parks are detailedAppendix 3.3

Records maintained at the offices of the Assistardctors of the Parks being
developed by DHT, Zonal Managers of the concernaaez in case of Parks
developed by APIIC and at the office of the SPVevesviewed (May - June
2016) to ascertain the implementation of these garid achievement of the
targets. Significant audit findings are discussethe subsequent paragraphs.

2L SPV in these cases is a Corporate Body registemddr the Companies Act formed with
the representatives of local industry, financiatitutions, State and Central Government.

22 5ITP was launched in July 2005 to create newleeftarks of international standards at
potential growth centres. Under the scheme Gol ey way of grant or equity will be
limited to 40per cent of the project cost subject to a ceilingkaf0 crore for Parks.

% APES was intended to impart focused thrust targettp of Apparel manufacturing units of
international standards at potential growth centdesler the scheme, Gol gives & cent
of the capital expenditure limited to a maximum?3bften crore incurred by the State
Government on the infrastructural facilities of #ygparel Parks.
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Audit findings
3.3.2 Preparation of faulty Detailed Project Reports

Andhra Pradesh Industrial and Technical Consultancy Organization Limited
(APITCO)* had prepared the Detailed Project Report (DPR) of three Parks®
developed by DHT / APIIC and in the case of the Park developed by SPV,
Infrastructure Leasing and Financial Services Limited (IL&FS) prepared the
DPR. The DPRs envisaged creation of common infrastructure and common
facilities in the Parks. The DPR in respect of Textile Park, Rayadurg was not
furnished to Audit.

Deficiencies were observed in two of the DPRs prepared as discussed bel ow:

3321 TextilePark, Mylavaram

For the Textile Park, Mylavaram, the Department had identified land to an
extent of 62.18 acres in Mylavaram and asked the APITCO to conduct
feasibility study. During feasibility study (October 2004), APITCO had
reported that it was not feasible to develop textile park in the land identified by
the Department since it was a remote place, not having required rail and road
connectivity or provision for eectricity supply. Despite this, APITCO had
subsequently prepared (November 2004) a DPR for the development of textile
park in the above land. It was stated in the DPR that the land surface was
plain and involved minimum development cost. The site also had easy
accessibility to water due to proximity to Mylavaram reservoir and availability
of groundwater. The potential for immediate investment and employment
generation were al so stated to be favourable factors.

Audit observed from the records that the Water Resources Department could
not provide water from Mylavaram reservoir and at present, the Textile Park
was depending on a borewell to meet its requirements, as discussed in Para
3.3.5.1. Further, though the DPR stated that the location had potential for
immediate investment by the entrepreneurs, only 43 out of 118 plots were
allotted to entrepreneurs and no unit had been established till the date of audit.

Thus, the Park could not be set up due to selection of improper site and non-
availability of water.

2 APITCO was given the consultancy to evaluate the need and feasibility of setting up a
Textile Park.

% Textile Park, Mylavaram; Vizag Apparel Parks for Exports, Visakhapatnam; and Apparel
Export Park, Proddutur
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3.3.2.2 Appare Export Park, Proddutur

In respect of the AEP at Proddutur, Kadapa distacDPR was prepared
(2004) for establishment of AEP on 50 acres of lat@bAP had sent (July
2004) proposals to Gol seeking funding under Adparport Park Scheme.
However, Gol returned the proposals (November 2@@dnting out several
deficiencies in the proposal. Gol stated that #redlidentified was only 50
acres against 150-250 acres prescribed in the Slgemdelines, the export
orientation was only marginal and the DPR lackethitie of the proposed
garment units/investment/ production/marketing,. 8tbe Master Plan had
also not been indicated.

The State Government started development of the WiPits own funds by
acquiring (April-November 2007) 76.17 acres of lamthout preparing any
fresh DPR duly addressing the deficiencies poimtedby Gol. Due to this,
the Park has not received any investor as discusdeara 3.3.9.5.

3.3.3 Delay in completion of the projects

Audit observed significant time overruns in completof the Parks ranging
from 23 to 156 months as detailedAppendix 3.4

* While one Park, BIACPL, was partially completedttwa delay of 23
months, three Parks viz., Textile Park, Mylavard@5 months), Textile
Park, Rayadurg (156 months) and Apparel Export ,PRriddutur (115
months) were not completed (July 2016), even thabgke were proposed
to be completed by February 2006, June 2003 ancerDieer 2006
respectively, due to non-transfer/delay in transfielands in the name of
DHT. Such transfer was necessary to enable the Hallot/transfer the
individual plots in these Parks to entrepreneuns detting up textile/
apparel units.

* In two Parks viz., Apparel Export Park at Proddwind Textile Park at
Rayadurg, non-development of infrastructure was alfactor for delay in
completion of the Parks.

* Non-strengthening of external road connectivity Bovernment in
BIACPL and non-establishment of Common Effluentalneent Plant by
the developer (SPV) in VAEP contributed to non-perfance of these
Parks at optimal level. The occupancy in thes&$ams 76er cent and
56 per cent, respectively and there was time overrun of 23 tand 139
months respectively, in these Parks.

These issues are discussed in detail in the subseparagraphs.
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3.34 Cost overrun

Out of five Parks reviewed, in case of one Park,, viextile Park, Proddutur,
audit observed cost overrun &f2.51 crore (i.e. 87%er cent). Only two
components viz., land acquisition and internal sohdd been completed at a
cost 0f%5.40 crore whereas the cost projected for the commps was 2.89
crore.

DHT had initially assessed (July 2005) the landt @& 2.25 crore for 150
acres. However, due to delay, the land cost ineckand an expenditure of
I3.28 crore was incurred for acquiring 76.17 acrésland (April and
November 2007).

In the DPR, cost of laying the internal roads wstsheated af 64 lakh. The
land for the Park was acquired in April/Novembe@20However, the internal
roads were completed only in March 2010 with aneexjiture oR 2.12 crore.
The delay led to cost overrun®1.48 crore on internal roads.

Audit could not compute the cost overrun on theaig@ing components/Parks
as they were ongoing (May-June 2016).

3.3.5 Non-provision of utilities

As per the Textile and Apparel Promotion Policy 2005, the State

Government was to give necessary assistance indamgvpower, water and

other utilities to the Integrated Textile Parks eleped by private parties. The
Government was also responsible for providing thfesdities in the Parks

being developed by DHT and APIIC. Once the unitgha Parks became
functional, the developers were required to mamthe utilities by collecting

service and user charges from unit holders in Hre$?

Audit observed that there were deficiencies in @iown of utilities in the five
Parks. Textile Park, Mylavaram had problems withtewasupply. AEP,
Proddutur did not have water and electricity supyagnections. Textile Park,
Rayadurg and BIACPL had problems with external r@adnectivity. In
VAEP, the work relating to the Common Effluent Tireant Plant (CETP)
was not taken up. The Park-wise details are givomn

3.35.1 TextilePark, Mylavaram

Textile industries required large quantity of water various processes. The
Textile Park at Mylavaram was planned to accomneddi8 textile units.
The water requirement of this Park was estimatdzbtd.84 lakh litres per day
as per the DPR. Water was proposed to be drawn fviydavaram dam.
However, Audit observed from the records that tlhwé&nment had expressed
(May 2007) its inability to allocate water from Mylaram reservoir due to
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non-availability of water. Irrigation Departmentas requested (2007) to
explore the possibility of diversion of water framther sources. Response of
the Irrigation Department and further corresponéerfany, in the matter was
not forthcoming from the records of H&T Departme@ubsequently, a
borewell was laid (2007) nearly three kilometerstimaf the Textile Park
which subsequently dried up. Again a new borewelkaid in June 2015
about 20 metres north of the Textile Park. At pnéseater from this borewell
is sufficient to meet the current requirements ein unit has been
established so far. However, it may not be adegaate the units are set up
and start functioning.

3.35.2 TextilePPark, Rayadurg

The Water Treatment Plant (WTP) and widening ofrapgh road were yet to
be taken up for which 10 acres and 0.54 acre, ctispl/, were required
additionally. Though the requirement of extra lamdchs identified in

September 2009, the lands were yet to be acquirédhe works were yet to
be taken up, due to non-release of funds by theefaovent.

Assistant Director (H&T), Ananthapuramu repliedtthiae Government had
released onl¥ 3.25 crore against the total project cost @t05 crore and that
works would be taken up after release of balannd<u

3.3.5.3 Vizag Appare Export Park

As per the DPR, the effluents were to be treatethen Common Effluent
Treatment Plant (CETP) and then disposed of thraugiipeline. However,
the construction of CETP had not been taken upe(2016). The Department
replied (June 2016) that CETP was not set up ae thias no place to dispose
of waste effluents of the plant in nearby areassidiss, the Park had low
occupancy rates. The reply was contrary to the ta&t the location of the
CETP was earmarked in the DPR which proposed lagfrag four kilometer
long pipeline for disposal of effluents. No actipeoposals/correspondence
was found in the Department’s records on this issue

3.35.4 Brandix India Apparel City Private Limited

As per the Government ordétgJune 2006), strengthening of the existing
road stretch of 14 km from National Highway-5 tocA@tapuram, the town
nearest to the Park, was to be taken up by APII@GREpartment. However,
the work was not taken up due to which the trartsfamilities to the Park
remained inadequate. The SPV also stated (Juné) 204t due to non-
widening of the road, it was finding it difficulb toring in additional investors.

% G.0.Ms.No.154 dated 9.6.2006 of Industries & CommméTex) Department
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3.3.5.5 Appare Export Park, Proddutur

Against the estimated cost &five crore for development of infrastructure
facilities such as internal roads, water supply eledtricity, common facilities
centre, storm water drainages and sewage, meditdl taaining centre
buildings and equipment, etc., the Department seléaonlyI50 lakh to
APIIC (May 2016). APIIC had laid internal roads dwafbed wire fencing at a
cost 0f%2.26 crore. The DHT did not release further fudde to which the
remaining works had not been taken up (May 201@his led to non-
completion of the project.

3.3.6  Non-achievement of objectives

Audit observed substantial shortfalls in achieveimeh the objectives of
increase in export sales and employment generation.

There were no export sales in Textile Park, Mylawar AEP Proddutur and
Textile Park, Rayadurg. The VAEP stated that infation relating to export
sales was not available. In respect of BIACPL,akport sales during the year
2015-16 were wortiR 1752.20 crore and it was stated that no targete wer
fixed for export sales.

While the shortfall in establishment of units waghe range of 24 to 1Qgr
cent, shortfall ranged from 74 to 1Q@r cent in employment generation.

* No unit was established in Textile Park, Mylavar@vtay 2016). Out of
118 plots developed, only 43 plots were allotteckdrepreneurs, but no
unit was established due to non-alienation of land.

* In AEP Proddutur, out of 47 plots, no plot wast#d to any entrepreneur
(August 2016) due to non-transfer of land to DH Tty APIIC.

* In Textile Park, Rayadurg, only one unit was ds&thbd (April 2016)
against 55 units proposed. The employment generatas also only 100
against the targets of 16,400 in these three Kitayg 2016).

* In VAEP, 27 units were established out of 48 uretsvisaged and
employment generation was only 1,532 against tbpgqeed employment
generation of 85,000.

* BIACPL was allotted (June 2006) 1,000 acres ofl lan lease for 25 years
with the objective of providing employment for 60(persons. The units
in the Park were required to make an investmer 3)800 crore in the
Park to create the projected employment. HowevEXCBL and the units
could invest only¥ 568 crore and the employment generated was only
15,162 (May 2016).
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3.3.7 Idling of infrastructure created

In Textile Park, Mylavaram, pending alienafigrthe land was developed into
118 plots and infrastructure woRt2.79 crore was set up till March 2010. The
infrastructure created remained idle as no unit @sablished in the Park due
to non-alienation of land in the name of DHT asdssed in Para 3.3.9.1.

In Textile Park, Rayadurg, the Department developé&@structure facilities
like buildings for common facilities, electrical taerk, road network, etc.
incurring expenditure of2.58 crore. These remained idle as no unit was
established until March 2016 by the entreprenalespite allotment of plots
during 2006-07 and 2007-08, due to delay in alienadf land in the name of
DHT. Only one unit had started (April 2016) fumeting after more than two
years after allotment (December 2013) of the landthe name of the
Department.

In AEP Proddutur, APIIC had laid internal roads dadbed wire fencing at a
cost of%2.26 crore. However, other essential facilitiese liwater supply,
electricity, training centre, warehousing centte, eere not completed due to
non-release of further funds by DHT and no plot vaotted to any
entrepreneur in the AEP. As a result, the infredtire established at a cost of
3 2.26 crore remained idle.

3.3.8 Allotment of plotsto non-textile/apparel units

In Vizag Apparel Export Park, Audit observed thkdtp were allotted to non-
textile/apparel units. Three entities viz., AndhRradesh State Trade
Promotion Corporation, Balaji Industries Servicesl #ezaan Dharm Kanta
which were not in the textile sector, were alsotédld plots in the Park.

In AEP Proddutur, out of 76.17 acres of land aaqljifive acres were allotted
(December 2008) to the Transport Department fotingetup of Regional

Transport Office building and Driving Test Trackhi$, however, did not
affect the development of the Park as the DPR wesaped for only 50 acres,
though 76.17 acres were acquired.

3.3.9 Financial impact on Government exchequer in terms of
acquisition of land

The acquisition of land for these Parks followeffiedent procedures, based on
the implementing agency and the scheme under whehwere covered.

27 Alienation of the government land to Governmergatéments/institutions for remunerative
purposes will normally be on collection of its merkalue subject to conditions prescribed
in the Standing Orders of AP Board of Revenue (BS®g BSO permits handing over of
possession of the land pending formal approvaliehation proposal by the Government.
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» As per the SITP guidelines, in case of Parks deesldy private parties,
the entity developing the Park was to procure taed! The State
Government was to assist in identification and prement of suitable
land.

* In case of Parks developed by DHT, the land walset@rovided by the
District Administration.

* In case of Parks developed by APIIC, the land wadé¢ owned and
developed by them.

Audit observations on land acquisition and allisduies in the test-checked
Parks are discussed below:

3.39.1 TextilePark, Mylavaram

The Commissioner and Director of Handlooms and ilesxand Development
Commissioner AEPs (CDHT) had requested (August PaBé District
Collector (DC) to provide land for Mylavaram TeetilPark. The district
revenue authorities identified 62.18 acres (Guttaramboké®) for
development of the Park. The advance possessidandf was taken over
(March 2005) by DHT. The land was developed befdrenation into 118
plots and infrastructure worth2.79 crore was created by March 2010.

After six years (February 2011) of taking advancessession, DHT
approached the DC for alienation. The DC requetSegptember 2011) DHT
to pay market value of the land as Government andd not be transferred
free of cost for commercial purposes. However, ADHGuested Revenue
Department to provide the land value particular&dfacres only in March
2013. Subsequently, ADHT requested CDHT to accoedmpssion for
withdrawal of362.18 lakh for payment of the same (April, Decemb@t3
and June 2014). In the meantime, Tahsildar, Mymwvarconducted field
measurement of the area and the land availablefovaml to be only 59.50
acres. DHT permitted ADHT (September 2014) to payamount oR 59.50
lakh towards the cost of 59.50 acres as reportetthdyahsildar, Mylavaram.
However, the amount was not paid to revenue auibsridue to the
discrepancy. On the instructions of the DC (Octd#4) to inspect the land,
Revenue Divisional Officer, Jammalamadugu infornistay 2015) the DC
that during the earlier survey the area of 59.44sbad excluded compound
wall area of 2.74 acres. The actual area was &5 after inclusion of the
same. The revised proposal for alienation was sitidnio DC (November
2015) by the DHT and the same was submitted byOBeto the Chief
Commissioner of Land Administration in June 201@wsdver, the land had
not been alienated (August 2016), which led to yletafurther activities.

% and on hillocks which is reserved for State amowunal purposes
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Thus, improper survey led to non-alienation of lamthe name of DHT. This
resulted in non-commencement of units in the Pautk the expenditure of
I2.79 crore incurred for creation of infrastructure the Park remained
unfruitful.

3.39.2 TextilePark, Rayadurg

DHT requested (October 2002) the District Collecfamanthapuramu to allot
30 acres of land at Rayadurg for establishmentendtile Park. In response,
the district revenue authorities identified Endowtnénd to the extent of
17.24 acres. However, no action has been takemdyDHT to acquire the
balance land of 12.76 acres (November 2016).

The land identified was handed over to DHT, unddvaace possession
clause, during April 2005, on making an advancenpayt of3 7.23 lakh. In
the meantime, the Honourable High Court had impd3dade 2005) a ban on
acquisition of the Endowment land without its prp@rmission. The land was
developed into 55 plots and allotted (2006-07 a@@7208) to entrepreneurs
while under advance possession. The GovernmentigpedniFebruary 2011)
State Level Committee (SL&)to take up the issue as a special case and fix
the market value. The SLC, while fixing the markelue, directed (October
2011) the Revenue Department to complete the psoads obtaining
permission from the Honourable High Court withinrelh months. Writ
petition for obtaining the permission was, howevded only in 2012 and
permission was obtained only in November 2013. €onhaward was passed
in December 2013 and DHT could finally acquire thed in 2014-15, by
paying the total amount &22.73 lakh. Audit observed that only one unit was
functioning (April 2016), five units were under &ruction and the remaining
49 plots were vacant (September 2016).

Further, the Department had proposed (Septembe®)200set up a Water
Treatment Plant and widen the approach road foP#rk for which additional
land of 10.54 acres was required. An amountI@70 lakh was paid
(December 2009) as advance to Land Acquisitionc@ffiThe same is yet to
be acquired (May 2016).

Thus, the delay in land acquisition due to inappetp site selection led to
delay in establishment of units in the Park. Tkpeaditure oR 2.81 crore

incurred on the Park¥@3 lakh on land acquisition ar2.58 crore for

creation of infrastructure) remained largely urtfdj as the intended
objective could not be achieved.

29 As per AP Land Acquisition (State Level NegotiatiSommittee (SLNC)) Rules 1998, if
the valuation is not accepted by the land ownerg thay convey their willingness to settle
through government/SLNC to enhance their compemséty more than 5per cent.
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3.3.9.3 Vizag Apparel Export Park

An extent of 145.60 acres of land in Industrial Blepment Area, in
Autonagar, Visakhapatnam was selected (July 20@3gg$tablishment of the
VAEP and APIIC was designated as implementing agedonc the same.
Although APIIC was the implementing agency, an SWW¥ag Apparel Park
for Export, was incorporated (March 2004) to moanitee implementation of
the Park. An amount &7.41 crore was released by the Department to APIIC
towards infrastructure development.

Though the area was being developed as an AEPowaidor the layout was
taken in January 2003 as part of Industrial Devalept Area. Subsequently,
no revised layout was submitted to Visakhapatnarbablr Development
Authority (VUDA) for AEP though the DC had advisd@ctober 2003)

APIIC to do so.

As per the APES, under which the Park was sandi¢healy 2003), the State
Government or an Undertaking sponsored by the SBaeernment (the
designated agency) was to provide land free of fwrsestablishing the Park.
Though the SPV resolved to péthree crore to APIIC for the 145.60 acres of
land, it did not make any payment and the APIICrtl hand over the land to
the SPV.

APIIC had demarcated 75 plots and sold them tomt&preneurs collecting
an amount o 18.78 crore towards sale proceeds. However, thaiatneas
not handed over (May 2016) to the SPV.

The SPV has remained a non-starter owing to norsfea of land/sale
proceeds.

3.3.9.4 Brandix India Apparel City Private Limited

Government had entered (July 2005) into a Memonandt Understanding
(MoU) with Brandix Lanka Limited (Firm) for develapent of Apparel Park
and generation of 60,000 direct jobs. As per theseof MoU, an SPV was to
be formed by the firm and Government was to provi@0 acres of land. A
lease agreement was entered into by the Goverranenihe Firm during June
2006. The firm formed an SPV, Brandix India Appataly Private Limited
(BIACPL), for development of Apparel Park and thev&rnment provided
Land (1,000 acres) on “lease” for 25 years at Atapuram of Visakhapatnam
District. The Government was to provide infrastaet facilities like
improvement of external road connectivity, etc. dmel date of providing the
same was to be notified as commitment fulfilmenieda

As per the land lease agreement, in the eventlofdézof the SPV to generate
employment of 60,000 jobs within five years frone tommitment fulfilment
date, it was to pay lease rentals equivalent tdtibe prevailing lease rentals

Page 82



Chapter - 1l Compliance Audit

in proportion to the extent of employment not ceeaby SPV. SPV also had
the option to surrender the remaining land.

Against the target of 60,000 jobs, the BIACPL coatdate only 11,634 jobs
as of July 2012 and APIIC transferred (SeptembédP@roportionate land of
193.80 acres to BIACPL. As of January 2015, a tofal5,162 jobs were
created and the SPV was entitled to have 252. & afréand. Despite non-
utilization of the balance land by BIACPL, the Gowaent had not recovered
the enhanced lease rentals on this land from Oc&liet to date (May 2016),
as the infrastructure facilities agreed upon un8&ate Support’ in the lease
agreement had not been developed fully and the c¢onant fulfilment date
had not been notified.

3.3.95 Appard Export Park, Proddutur

Government of Andhra Pradesh had decided (May 2@D8¥tablish an AEP
at Proddutur at an estimated cost3dive crore. It had requested (August
2005) the APIIC to acquire 150 acres of privatedlan an estimated cost of
% 2.25 crore. Due to hike in the cost of land arothvedland identified for AEP
Proddutur, the Zonal Manager, APIIC proposed (Septr 2006) acquisition
of 100.84 acres of land at a lower cost in anotbeation identified by the
Revenue Department. After joint inspection (Octo®@d6) with the Revenue
authorities, 93.26 acres of land was identifiedjcWwhncluded 7.36 acres of
DKT land® and 9.73 acres of land under dispute in CourtdIG\Beposited
an amount of 3.28 crore towards land cost to the Revenue DegattnDHT
while releasing the land cost &f2.25 crore (November 2006 and March
2007) to APIIC, requested (February 2007) it tdrretsthe purchase of land
within the amount oR 2.25 crore, as no further provision of funds was
available. Despite this, APIIC acquired 76.17 acfapril and November
2007) at a cost &¥3.28 crore. The remaining 17.09 acres of land3(@dtes
under disputes and 7.36 acres of DKT land) havebren acquired (August
2016).

APIIC had incurred a total expenditure35%.58 crore on acquisition of land
and laying of internal roads and barbed fencingh Park against the total
amount of2.75 crore released by DHT. The remaining infradtre was
not yet developed due to non release of funds by Bkt no plot was allotted
to any entrepreneur in the AEP.

In view of non-payment of balance amount by DHT, Il&P proposed
(November 2012) to convert the AEP into an IndastRark. Government
directed (March 2014) APIIC to hand over the posisesof land of AEP to
DHT and settle the accounts. However, APIIC gotdhaft layout approved

%0 Darakhastu land (Land assigned to poor which caipasold)
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(May 2015) by District Town and Country Planningn@uittee for Industrial
Park and did not hand over the land to DHT (Aug2@16). Thus, the
expenditure o¥ 5.58 crore incurred on the AEP remained unfruitful.

3.3.10 Conclusion

The establishment of Textile and Apparel Parks was intended to increase
employment and export of textiles/apparels. There were delays ranging from
23 to 156 months in establishment of Parks due to improper selection of site,
delays in transfer of lands to Handloom and Textile Department, non-
completion of infrastructure facilities and amenities. This resulted in
significant non-achievement of objectives of Parks as envisaged. There was 24
to 100 per cent shortfall in setting up unitsin these Parks while the shortfall in
employment generation ranged from 74 to 100 per cent.
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Water Resour ces Department

34 Non-accrual of savings of I6.47 crore to Gover nment
on reduction of scope of work

Under Handri Niva Sujala Sravanthi (HNSS) Proje®hgse-ll), the
Department had invited (January 2007) tendershiemtork of ‘Investigation,
Preparation of Hydraulic Particulars, Designs, |lateh schedules, Drawings
and formation of Gollapalli Reservoir with a capgcdf 1.613 TMCG! on
Madakasira Branch Canal between Km 8.000 to Km Q®D.@nd providing
distributary system to feed an ayaéuf 10,000 acres under the Reservoir,
including construction of CM & CB works (package 53). The work was
awarded (July 2007) to a contractor ¥51.88 crore (with a tender discount
of nearly 23.12per cent over the estimated value &67.48 crore) for
completion within 36 months (i.e. by July 2010).heTcontractor executed
only 0.87per cent work and an amount &0.45 crore was paid (November
2013) to him. Due to lack of progress, the Departhdeleted work valued at
3I47.18 crore from the scope of the agreement arrdstat (September 2014)
the same to a new contractor. The work was in gsxgand an amount of
<41.86 crore was paid to the second contractor dsrod 2016.

During scrutiny (June 2016) of the records pertagrib the above work in the
HNSS Division No.10, Dharmavaram, Audit observeslftiilowing:

The agreement with the first contractor was an Eggjiing, Procurement and
Construction (EPC) turnkey contract, under whidie ttontractor was to
conduct detailed survey and investigation, pre@ard submit designs and
drawings to the Department in line with the bagigjgct parameters broadly
defined in the agreement. On approval of the saynéhé Department, the
contractor had to execute the entire work includih@ncillary and incidental
items of work and deliver the project in completaze.

The major component of work under the agreement w@sstruction of

Gollapalli reservoir. As per the basic project paeters mentioned in the
agreement, the Full Reservoir Level (FRL) of thdl&alli reservoir was to

be +532.20 M.

After conducting detailed survey and investigatjotise contractor had
submitted (May 2008) the reservoir designs with edluced FRL of
+529.00 M. While according permission for reductionFRL, Government
had directed (January 2009) the Department to adecla supplementary

3L Thousand million cubic feet
% |rrigated area
33 Cross masonry and cross drainage
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agreement with the contractor to reduce the conpace to account for the
reduction in FRL by 3.2 meters. As per the depantaleecords, the savings
due to reduction in FRL was estimated to?®47 crord®., The Department
addressed (March/ April 2009) the contractor tonsiilzost estimates for the
revised scope of work with reduced FRL and conclsigplementary

agreement for the revised cost. However, the cotaralid not come forward
to conclude supplementary agreement on the grodrad it was an

Engineering, Procurement and Construction contrd¢te contractor did not
show progress of work thereafter. Due to lack obgpess of work, the

Department deleted (August 2014) the reservoir woskn the scope of the
agreement and entrusted (September 2014) the samenagination basis to a
new contractor, who came forward to execute thetddlwork at the original
agreement rates.

Audit observed that the Department had concludedemgent with the new
contractor for the full value &¥47.18 crore, without reducing the difference
on account of reduced FRL. However, while apprgibecember 2014) the
payment schedule under the agreement, the Supstinte Engineer, HNSS
Circle-3, Madanapalle (SE) reserved an amour &f76 crore citing that if
reduction in agreement value was necessitated ra&@ernment orders, the
same could be adjusted from the reserved amouniei#r, based on a
request received from the new contractor, the Chieflineer (NTRTGP),
Tirupati instructed the SE to release full paymewotghe contractor on the
ground that the intended capacity of the reserwas achieved even after
reduction of FRL. The SE released payments aacghdi The new contractor
has completed 88.7@er cent of work as of May 2016 and an amount of
I41.86 crore had already been paid, without adjgstire savings due to
reduction in scope of work.

The justification given by the Department for naahuction of the agreement
value of the second contractor was not tenableesihe designs submitted
earlier by the first agency also contemplated @mes storage capacity with
the reduced FRL. While Government had ordered temluan contract price
of the first contractor since there was changé&@ltasic project parameters, a
different stand was taken in the case of the seammdractor, though the
circumstances were the same in both cases. Thuusefaf the Department to
reduce the differential amount from the agreementiutided with the second
contractor led to non-accrual of saving€&t47 crore to the state exchequer.

3 Estimated cost of reservoir with FRL (+) 532.20ads% 61.92 crore. Estimated cost with
reduced FRL of (+) 529.00 M wa&s53.52 crore. Thus, the savings at estimate ratess wa
3 8.40 crore. After applying tender discount of (3.2L56per cent, the net saving was
% 6.47 crore.
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The above audit observation was forwarded to thee@wnent in September
2016 (reminded in October, November and Decemb&620eply had not
been received.

35 Excess payment of ¥4.97 crore to contractor due to
front loading of payments

As part of the Handri Niva Sujala Sravanthi (HN3Bbject (Phase-Il), the
Water Resources Department had awarded (Decemit&) 20e works of
“Investigation, design and drawings, excavation emastruction of Tunnel on
HNSS main canal from Km 285.100 to Km 287.100 (Rgek6) and from
Km 358.150 to Km 360.250 (Package-10)” to a comdragnder Engineering,
Procurement and Construction (EPC) Turnkey confi@c¥ 32.40 crore and
< 28.08 crore, respectively, with a stipulation tangete the works within 36
months (i.e. by November 2009). Extension of timasvgranted for both
packages up to June 2013, due to obstructions éyatimers owing to non-
payment of land compensation, heavy rains, delaynedisation of designs,
etc. The agency executed the work and receivethgats oR 26.14 crore in
Package-6 anf@121.33 crore in Package-10 (November 2012 and M20di3
respectively). As the agency did not show any psgrthereafter, the
Department deleted part of the work from the scopboth the agreements,
prepared fresh estimates and awarded (October 20&53ame to another
agency foR 35.49 crore an@ 35.50 crore respectively. The works were in
progress (June 2016).

During scrutiny (June 2016) of the records pertajrio the above work in the
HNSS Division No0.10, Dharmavaram, Audit observeslftilowing:

As per the conditions of contracts concluded wité first agency, the total
agreement value would be divided into various wod@nponents/sub-
components and their cost specified in percentagest in the Schedule of
Payments in the agreement. The interim paymentsdch sub-component
would be regulated out of the percentage cost sigrasd. The main works
components under both these packages were (i) BXoawf tunnel/approach
channel and (ii) Providing cement concrete (COpdrto tunnel and approach
channel. Audit observed that as per the departhestanates prepared for
these two packages, the cost of ‘Excavation of eliapproach channel
worked out to 73.79er cent and 71.4%er cent of the total estimated value of
respective packages and the cost of ‘CC lining’kedrout to 24.4%er cent
and 26.88er cent, respectively. However, in the payment schedufabese
agreements, the Department provided higher pergestiowards excavation
of tunnel/approach channel, while reduced percestagere provided for
lining work, as shown below:
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Item of work Cost Amount of Cost Amount as | Increase (+)/
Percentage of| contract percentage | per payment| decrease (-)

the componen{ value w.r.to provided in schedule in the
as per estimatq percentage in| the approved| (in crore) payment
estimate payment schedule
(€in crore) schedule (€in crore)

Package-6

Tunnel & 73.79 23.91 81.00 26.24 (+) 2.33
approach
channel

24.45 7.92 17.24 5.59 (-)2.33
1.76 0.57 1.76 0.57 0

32.40 3240 |
Package-10

Tunnel & 71.44 20.06 82.02 23.03 (+) 2.97
approach

channel

26.88 7.55 16.30 4.58 () 2.97
1.68 0.47 1.68 0.47 0

2608 T

Since excavation work was to be executed first lamdg work was to be
taken up later, the incorrect approval of paymehedule led to front loading
of payments for excavation of tunnel/approach ckeariBy the time the EPC
agency stopped the works, it had executed mosthef ttinnel/approach
channel excavation work and taken payments asnpemeed percentages and
did not execute CC lining work, the cost of whichsareduced in the payment
schedule. Front loading of payments for tunnel/apph channel resulted in
excess payment &4.97 crore to the agency, as shown below:

Total cost of tunnel| Percentage of Amount Amount SIS
in contract value | tunnel work payable for actually payment

w.r.to percentage i completed work done paid (Tin
estimate (€ incrore) | (€ in crore) crore)
(€ in crore)

Package-6 23.91 97.76% 23.37 25.66 2.29
Package-10 20.06 89.98% 18.05 20.73 2.68
|| | Toi ecesspayment

It was further observed that withdrawal of parttteé work from the original
contracts was done by invoking Clause 60 (c) of tReeliminary
Specifications to the AP Detailed Standard Speatifims (APDSS), which
formed part of the EPC agreements. Under this elatie additional cost
incurred by the Department for completion of théabee work was to be
recovered from the first agency, subject to a linfifive per cent of the total
finished contract value. In the instant casejileeease in cost of execution of
works deleted from the original contractor workeat ¢o I29.49 crore in
package-6 an&29.26 crore in package-10. However, the maximurouwarn
recoverable from the agency as per Clause 60 (§R®SS worked out to
< 3.09 crore and 2.87 crore, respectively. The remaining additioc@dt of
3 26.4 crore and 26.39 crore was an additional burden on the statbegjuer.
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The Department in its reply (November 2016) stated that the payment
schedule was proposed by the agency transferring a certain amount from the
lining component to tunneling to meet the unforeseen risk items during
tunneling and the same was approved by the Department. The reply was not
acceptable as the contractor had not submitted component-wise cost estimates
for the purpose of payment schedules, as required under the agreement
conditions. Besides, it was also observed that while the cost percentage of
lining work was reduced in the payment schedule to increase the cost
percentage of tunnel/ approach channel excavation, the contractor did not
execute the lining work on the ground that the cost of lining had increased and
was not workable for him. The Department allowed higher payments to the
contractor for tunnel/approach channel excavation without taking into account
the cost implication of lining work which had led to the excess payment to the
contractor.

The Department further replied that the final account of the original agency
would be settled as per the directions of the Government or as per the actual
quantum of work done and the excess payment, if any, would be recovered
from the assets of the agency available with the Department.

L
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Hyderabad Accountant General
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